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I llness or injury, death of a family
member, man-made calamities and natural
disasters have a devastating effect on low-
income households’ cash flow, liquidity, and
earning capacities and thus, on household
welfare. The growing demand for microinsur-
ance (insurance services geared for low-
income households) is a response to continu-
ing risks that threaten poor households’
welfare. This is a recent phenomenon. Micro-
finance institutions (MFIs) such as coopera-
tives and nongovernmental organizations are
trailblazers in providing microinsurance to
low-income households. A number of these
MFIs have started with informal means of risk
protection; some have linked up with com-
mercial insurance companies to deliver
insurance products to their clientele and still
others have established Mutual Benefit
Associations (MBAs), a form of insurance
organization licensed by the Insurance
Commission to deliver insurance services to
poor households and microenterprises.
This Policy Notes draws the policymakers’
attention to this emerging phenomenon and
explains the need for an effective regulatory
and supervision framework for microinsurance
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that meets two objectives: (a) effective
participation or access of low-income house-
holds in the insurance market, and (b)
maintenance of the stability and soundness of
the insurance industry.
Table 1. Microinsurance market estimates for the Philippines
Microinsurance Market        Estimate
(millions of adults)
Microfinance clients of rural banks with credit life insurance 0.84
Members of microinsurance MBAs 0.55
Microinsurance provision outside of the MFI marketa 0.31
Total formal 1.7
Informal estimate: 50% of members of financial cooperatives 1.2
Total market (millions) 2.9
Adult population, 2007 (millions)b 54.1
Total microinsurance market share in adult population (%) 5.4
Formal microinsurance market share in adult population (%) 3.1
a It was assumed that this will amount to only about 10 percent of the existing MF clients
(total of 3.1 million as of August 2007).
b World Population Datasheet, 2007. Available at: www.scribd.com/doc/326077/World-
Population-Datasheet-2007
Some facts about the
microinsurance market
z Low insurance penetration. Insurance
premiums represent only 1.2 percent of gross
domestic product (GDP), on average, from
2002 to 2006, notwithstanding the presence
of 33 life, 94 nonlife, and 3 composite
insurers in the Philippines. Philippine house-
holds spend only a measly percentage of their
income on insurance. In 2005, per capita
expenditure on insurance was reported to be
only less than a thousand pesos (PhP750).
Three-fourths of this amount was used to buy
life insurance while the remaining one-fourth
was used to buy nonlife insurance products.
z Low formal insurance penetration. As
shown in Table 1, formal insurance penetra-
tion is estimated to be only 3 percent of the
adult population.
Figure 1 shows the market estimates and key
share features of the microinsurance market.
z Nontraditional players’ role in microinsur-
ance. Mutual Benefit Associations (MBAs),
defined under the Insurance Code as nonprofit
organizations without capital stock and
formed or organized to provide services to
their members, are becoming important
players in the microinsurance market. There
are currently 18 MBAs, six of which are
registered as microinsurance MBAs. They seem
to provide a good mechanism for low-income
households to access microinsurance products.
On the other hand, cooperatives, mostly
savings and credit cooperatives, provide some
form of (informal) insurance schemes to their
Figure 1. Microinsurance market: key share features
and market estimatesPN 2008-06
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members, e.g., ‘mutual fund schemes.’ This
kind of ‘product’ is not licensed by the Insur-
ance Commission.1
z Commercial insurers’ partnership role with
MFIs. Commercial insurers generally cater only
to higher income households, thereby leaving
MBAs and cooperatives to develop their own
niche in the microinsurance market. MFIs that
want to shield themselves from the risks of
loan default require their borrowers to pur-
chase credit life insurance. Typically, commer-
cial insurance companies will be asked to
underwrite group policies for MFI clients.
The current regulatory framework
Under the Insurance Code (Presidential Decree
No. 1460) of 1978, the Insurance Commission
acts as regulator and supervisor of all insur-
ance activities. There are four types of
insurers: life insurers, nonlife insurers,
composite insurers, and mutual benefit
associations. The law provides for coopera-
tives to also register for insurance purposes
with the Insurance Commission and the
Cooperative Development Authority.
To encourage the provision of microinsurance,
various circulars have been issued by the
Insurance Commission:
z Definition of microinsurance. Memorandum
Circular No. 9-2006 defines microinsurance in
terms of the target market served, maximum
premium (per month), and maximum benefits
for life insurance. It also stipulates that
policies must be easy to understand and that
premium collection must be tailored to the
needs of the target market. MBAs, which
exclusively issue microinsurance policies as
defined, are subject to lower capital and
other prudential compliance requirements.
z Tiered capital requirements. Under an
Insurance Commission Circular of May 2006,
the capital requirement regime for different
types of insurers was established (shown in
Table 2). By requiring a relatively lower
capital requirement for MBAs engaged in
microinsurance, the tiered capital requirement
provides for a more lenient prudential space
for MBAs, in general, and microinsurance
MBAs, in particular. Microinsurance MBAs are
allowed to build up their capital over time
until they reach the requirement for existing
MBAs.
z MBA as microinsurance vehicle of choice by
MFIs. At present, an MBA is considered as the
most expedient organizational structure for
the delivery of microinsurance by MFIs,
particularly those that have adequate experi-
ence in group-based microfinance lending
operations. This is clearly demonstrated by
______________
1 Two cooperatives, however, have been licensed as
cooperative service providers by the Insurance Commission
and the Cooperative Development Authority.
Table 2. Capital requirements under the Philippine Insurance
Code
Type of Insurance provider Minimum Capital Requirement
New life or nonlife insurers $24M (double for composite insurers)
Insurance Commission has mandate to reduce
by up to half for cooperative insurer, but no
instance of this as yet has taken place
New MBAs $3M
Existing MBAs $305k
All microinsurance MBAs $122k; to be phased up to $305k over time
Source: Insurance Commission Memorandum Circular, 15 May 2006.PN 2008-06
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the CARD-MBA, one of the MBA pioneers in
the Philippines. CARD, an MFI, initially
offered informal insurance to its members.
Over time, however, it realized that this
practice was unsustainable and could render
the organization bankrupt. Upon advice from
the Insurance Commission, CARD registered
an MBA to rehabilitate its insurance opera-
tions and bring it within the formally regu-
lated space. CARD MBA’s subsequent success
provided an example to other MFIs that want
to cater to the risk protection needs of its
members and has been instrumental in the
establishment of the tiered regulatory regime
for microinsurance MBAs.
Overall assessment
of the Philippine experience
Facilitative regulatory stance has created a
conducive environment for microinsurance
development. The adoption in 1997 of a
National Strategy on Microfinance has trig-
gered various policy measures and reforms
that facilitated and encouraged private sector
participation in the provision of financial
services to the poor. Subsequently, the
microfinance market grew from less than
500,000 clients a decade ago to 3.6 million
clients at the end of 2007 and served by more
than 1,400 MFIs (more than 2,100 including
branches). This development has helped in
the emergence of microinsurance as a finan-
cial product that meets the poor households’
need for risk protection.
Forbearing regulatory space facilitates microin-
surance, though with some limitations. The
microinsurance circulars have carved out a
space for microinsurance in the Philippines.
The regulator has implicitly recognized the
lower risk profile of microinsurance and has
structured the capital requirements accord-
ingly. The tiered capital requirement, however,
applies only to MBAs with a minimum of
5,000 members and does not apply to com-
mercial insurers. It has no intermediation/
market conduct component. Despite these
limitations, the approach has been conducive
to microinsurance development and the
graduation of microinsurance MBA capital
over time has motivated the rise of this type
of insurance organization that is responsive
to the needs of poor households. The defini-
tion of microinsurance in terms of premium
and benefit limits provides a benchmark for
commercial insurers to create innovative
products that would be affordable to the poor.
Thus, six commercial insurers have designed
products that meet the definition of microin-
surance.
The regulator has adopted a “market-friendly”
approach and has crafted regulation accord-
ingly. The Insurance Commission has issued
circulars that are responsive to changing
market conditions. This has given the insur-
ance industry the opportunity to innovate.
Some ‘insurance’ products are outside the
regulatory ambit of the Insurance Commission.
Two popular product types in the Philippines,
namely, preneed and health care plans, are
outside the jurisdiction of the Insurance
Commission. They are instead regulated byPN 2008-06
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the Securities and Exchange Commission and
the Department of Health, respectively. These
two products share the same nature as an
insurance product. But because they are
subject to different rules and regulations,
confusion has occurred in the market. This
was apparent from the focus group interviews
conducted by the authors (of this Policy
Notes) where people indicated that they were
hesitant to buy any insurance due to a recent
failure of a large preneed company to meet its
obligation. In addition, there has been a
recent proliferation of several “in-house”
insurance schemes among cooperatives that
are not licensed to provide insurance under
the Insurance Code. These schemes are not
subject to actuarial evaluations. Thus, they
create risk for their members.
Conclusion: key insights and lessons
Group-based, microfinance driven. The growth
of the microfinance industry facilitated the
development of microinsurance in the Philip-
pines, with a market-friendly policy and
regulatory environment making  this possible.
Microinsurance in the Philippines is funda-
mentally group-based. It has grown on the
back of microfinance expansion and the
requirement of MFIs for their members to get
compulsory credit life insurance. The microin-
surance MBAs were initially formed by MFIs to
provide credit life insurance to their members
but later branched out beyond credit life.
The coverage of microinsurance, however,
remains extremely low—estimated at only 5.4
percent of the low-income population. This
implies that the majority of the poor do not
have effective means for mitigating risk and
are vulnerable to shock.
Market-friendly regulatory stance. The Insur-
ance Commission has taken a “market-
friendly” approach that encourages innova-
tion. This has contributed to the development
of the microinsurance sector. The regulator
has created a dedicated regulatory space for
microinsurance via MBAs. MBAs are an impor-
tant vehicle for promoting microinsurance and
reaching a large number of low-income
clients.
Microinsurance regime. The Philippines pre-
sents one of only a few examples in the world
where microinsurance has explicitly been
included in an insurance regulatory regime. In
this regard, it presents valuable lessons for
other jurisdictions:
z Definition. Microinsurance is defined in
terms of premium and benefit limits and
according to the features needed (such as
simplicity) to make it appropriate to the
needs of the target market.
z Institutional restrictions. Only MBAs that
qualify under the Microinsurance Circular are
entitled to make use of the reduced regulatory
requirements set out in said circular. While
other commercial insurers have also offered
microinsurance products, there are no regula-
tory concessions which they can use. This
creates an uneven level of playing field.
Fortunately, the market conduct regime is not
stringent so that commercial insurers are not
that unduly disadvantaged.PN 2008-06
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Despite the positive regulatory developments,
certain regulatory barriers still challenge the
further expansion of microinsurance access by
the poor. Among these barriers are:
z Regulatory ambiguity. At present, preneed
and health care plans that are considered as
“insurance” products fall outside the jurisdic-
tion of the Insurance Commission. This has
resulted in differing rules and regulations
applied to these types of “insurance” prod-
ucts, thereby creating confusion in the
market. Failure of some companies that
provide preneed and health care plans has
also led to hesitancy, especially among the
poor, because the impression left is that all
insurance companies are unsafe and cannot
be relied upon.
z Risks created by cooperatives offering in-
house ‘insurance schemes’. Cooperatives
provide various in-house insurance schemes to
meet the needs of their members. However,
there are no actuarial computations and there
is lack of effective regulation of such coop-
eratives. This situation exposes both the
members and the cooperatives themselves to
risks. There is, therefore, a need for necessary
safeguards to protect members’ interests. In
the first place, cooperatives that offer insur-
ance products must be licensed and regulated
by the Insurance Commission. Cooperative
insurance societies must have the financial,
management, and technical resources to
support their insurance activities.
z Inability of rural banks to sell insurance
products within bank premises. Most rural
banks are situated in the countryside and
some of these banks are engaged in the
delivery of microfinance services to poor
clients. Given their proximity to poor areas of
the country, these rural banks have the
potential to be effective channels for wide-
spread delivery of microinsurance products.
This potential, however, cannot be exploited
because at present, only universal and
commercial banks (which are usually situated
in urban areas) are allowed to use their head
office and/or any of their branches for the
presentation and sale of other financial
products (including insurance) of their allied
undertakings. As a result, rural banks resorted
to taking group policy contracts with commer-
cial insurers to cover credit life to protect
their loans to bank clients. At present, very
few microfinance clients of rural banks have
availed of insurance products other than
credit life.
There is, therefore, an urgent need for policy-
makers to address these barriers in order for
microinsurance to meet the poor households’
demand for risk protection.  
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